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PHILLIP SYLVESTERW § " FRMD.NO. N
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__Chicago - T L | L 60605

(City) | , (State) I ; j Zip Code)
NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT

GeoffHaynes Ce ' o . ) : 205-752-4243

(Name) , ) S o (Area Code - Telephone No.)

. B. ACCOUNTANT IDENTIFICATION
INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*

DiMaggio, Veraja & Company, LLC ._

(Name - if individual state last, first, mid'dIe names)

567 James Court . - . GlendaleHeights - IL 60139

(Street) = ‘ B o (City) - © (State) ' (Zip Code)
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: - . Certified Piblic Accountant

. Public Accountant o o AP R2 9 2@@5

Accountant not resident in United States or any of its possesswns o
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*Claims for exemptmn from the requirement that the annual report be covered by the opinion

must he- upported by a statement of facts and ctrcumstances relted on as the basis Jor the exemp \on

ap i dependent public accountant
sectmn 2 7a-5(e)(2).
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INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report. -
NAME (ifindividual, state last; first, middle name)

DIMAGGIO, VERAJA & COMPANY, LLC -

[70]
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567 James Court . [ 71] Glendale Heights [ 72 - IL [73] 60138 [ 74
" Number and Street | . City . State | Zip Code

o DAccbuhtaht‘Thgtresident in United States

CHECKONE .

[X ] certified Public Accountant |
| ned Fusle oy FOR SEC USE
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|

) = ot . .
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l FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
: o PARTIA .
' BROKER OR DEALER : PHILLIP SYLVESTER ‘ oo N ‘
I ," o C 3 100
; ‘ . , SRR & Lo
STATEMENT OF FINANCIAL CONDITION FOR NONCARRYING NONCLEARING AND
. CERTAIN OTHER BROKERS OR DEALERS
o o ) - ' as of (MM/DD/YY) ; 12/31/04 99
' oo , o iy o SEC FILE NO. 8-41363 98
‘ ASSETS . B Consolidated - 198
. K o Unconsolidated l_E‘y:] 199
Ny : ‘ ' . Allowable Non-Allowable - .
1. Cash S $ . o T200] ' $ 750 |
l 2. Receivables from brokers of dealers: - T . : :
- A. Clearance account P v .. 4,306,793 | 295 . : )
B. Other S L s . j , 0 ]300 L | 550 4,306,793 | 810
3. Receivables from non- customers : ] . - 0] 355 L - | 600 830
l 4. Securities and spot: gommodrtres ' ’ '
: owned, at market.value: C , . IR
A. Exempted securmes S ‘ 418
Debt securities . AT ' . 1419
Options ol o . 2,464,000 | 420
Other securities . - . .~ ‘ 1,706,832 | 424. o ‘
Spot commodities . , 107,265 | 430 ‘ ! 4,278,097 [ 850 |
5. Securities and/or other Investments " e ‘ , ‘
A. At cost $ L 130] o , SR r
B. At estimated fair value R 5 - 440 50,000 [610] 50,000 [ 860 ]
6. Securities borrowed under subordmatron agree- - S } r
‘ ments and partners mdrvrdual and capital . , )
securities accounts, at market vaIue : : : 460 . ~ [ 630 880
- . A Exempted = . - . S : ' ‘
securites$ . R [150]
B. Other R ‘ ‘ . ‘
securies$ . . [160] Lo L ‘ | :
7. Secured demand notes . T . . . l470] o ' 640 890
, market value of collateral: " ' L ‘ - " :
A. Exempted o
securities $ [170]
- B. Other o S ‘ C
securities § . ‘ . [180]
8. Memberships in exchanges
A. Owned, at ‘ o
market $ L Q' o ‘ 190 , ‘
B. Owned , atcost - K : . ‘ C 650
. C. Contributed for use of the company, . ‘ ‘ o : .
’ atmarketvalue = | , i L 660] 900
9. Investment in and recervables from 1 : ’ :
. affiliates, subsidiaries and . . : ) ) :
associated partnerships S g - [480} L 670 910
10. Property, furniture, equrpment ’ ' : .
leasehold lmprovements and:rights -
under lease agreements at cost- net
. of accumulated deprecratlon o , i , S ‘
and amortization: . - . [4%0 : 680 920
11. Otherassets ~ ..~ .. .. ' ‘ ‘ v 535 - 01735 01930
l12. TOTALASSETS. =~ '/ | - 8,584,800 | 540 50,000 | 740$ 8,634,890 | 940
l - 1.
. o ‘ The accompanying notes are an in(egral
' T . partofthesefnancral statements .
o oo o 5.



FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

-_PART lIA

BROKER OR DEALER “ ' PHILLIP SYLVESTER

as of

12/31/04

STATEMENT OF FINANCIAL CONDITION FOR NONCARRYING NONCLEARING AND
CERTAIN OTHER BROKERS OR DEALERS

LIABILITIE‘S AND OWNERSHIPEQUITY

‘Al

S , Non-A.l. ‘
Liabilities o ) Liabilities " . Liabilities Total
13. Bank loans payable S 8 t [1045]% [1255]% [1470]
14. Payable to brokers or dealers o i ,
A. Clearance account vl - L 1114 , -[1315 - -[1560
B. Other S P e -11115 ~ - 760 11305 760 | 1540
15. Payable to non- customers R - : 1155 1355 1610
16. Securities sold.not yet purchased o e :
at market value’ ‘ 3,633,681 [1360] 3,633,681 [1620]
~17. Accounts payable accrued Ilablhtles o ‘ K t :
expenses and other s : . [1205] - [1385] [1685]
18. Notes and mortgages payable L . _
. A.Unsecured =~ . ... e - 1210 1690
l B.Secured- - .o r . 1211 [1390] 1700
19. Liabilities subordinated to cIaIms ’ S
of general credntors o :
A. Cash borrowmgs IR ' [1400] [1710]
l 1. from outsiders $° 0 79707
2. Includes equlty subordmatlon (15c3 -1(d))
of ' 3 I 980 I L
B. Securities borrowmgs at market value: [1410] [1720]
from outsiders . § ., 3 7990 ] .
C. Pursuant to secured demand note
collateral agreements e [1420] [1730]
1. from outsiders'$ - L ] 1000 |
2. -Includes equuty subordmatlon (15¢3-a(d))
of . o o 1010
D. Exchange memberships contnbuted for
use of company, at market value ,‘ [1430] [1740]
E. Accounts and other’ borrowungs not '
qualified for net capltal purposes - » L 1220 S 1440 1750
20. TOTAL LIABILITIES PR $ ; - -11230]% ' 3,634,441 [ 1450($ 3,634,441 11760

Ownershlg Eguug‘fl“ o

21. Sole proprietorship A : o ’
22. Partnership (limited: partners T ‘ [1020])
23. Corporation: - , . . - '
A. Preferred stock
B. Common stock - .
C. Additional paid-in capltal
D. Retained earnmgs
E. Total ‘
F. Less capital stock in treasury

TOTAL OWNERSHIP EQUITY

TOTAL LIABILITIES AND OWNERSHIP EQUITY

NN
R

-6-

The accompanymg notes are an lntegral part
of these financial statements

5,000,449 | 1770
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1800

8,634,890 [ 1810




FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART ilA

BROKER OR DEALER PI'IILLIP SYLVESTER

‘Fortheperiod (MMDDY~_____01/01/04 ___ |3932] to

12/31/04

MONTHLY‘INCOME‘ ‘, )
23. Income (current month onily) before provision for Federal income taxes andextraordil $
' The accompanylng notes are an mtregal
part to these ﬂnancnal statements '

. 3933
g Number of months included'in this statement - 12 3931
L STATEMENT OF INCOME (LOSS)
REVENUE )
1. Commlssrons ; . .
a. Commlssmns on transatrons in exchange llsted equity securities executed on an exchange S ) $ 3935
b. Commnssrons on lrsted option transactions L 3938
c. All other secuntles commissions ’ 3939
d. Total securrtles commissions 3940
2. Gains or Iosses on firm securities tradlng accounts
a. From’ market maklng in options on a natlonal securltres exchange . - | 3945
b. From all other tradlng v 3,535,791 | 3949
c. Total: galn (loss)’ 3,535,791 | 3950 |-
3. Gainsor losses on'firm securities lnvestment accounts 3952
4. Profit (Ioss) from underwrltlng and selling groups 3955
5. Revenue: from: sale of Investment company shares 3970
6. Commodltles revenue ‘ : : 3990
7. Fees for account supewlslon mvestment company shares 3975
8. Other revenue 45,495 | 3995
9. Total revenu_e ‘ 3,581,286 | 4030
EXPENSES |
10. Salarles and other employment costs for general partners and voting stockholder officers 4120
11. Other employee compensatlon and benefits 4115
12. Commnssrons paid: to other broker-dealers 142,309 | 4140
13. Interest expense , ' . : ' - S 302 | 4075
a. Includes interest on accounts subject to subordinat - { 4070
14. Regulatory fees and expenses o ‘ 39,382 | 4195
15. Other expenses ‘ 272,803 | 4100
16, Total expenses S 454,796 | 4200
NET INCOME o
17. Net income (Ioss) before Federal Income taxes and items below (item 9 less ltem 16) 3,126,490 | 4210
18. Prows:on for Federal lncome taxes (for parent only) 4220
19. Equ:ty in eamlngs (losses) of uncomsolidated subsndlarles not included above 4222
a. After Federal income taxes of / - ‘ S |4238I
20. Extraordlnary galns (Iosses) . ‘ I 4224 I
a. After: Federal income taxes of ‘ ‘ r239|
21. Cumulative effect of changes in accountrng prlnmples ‘ ‘ ‘ 4225
22. Net.income (loss) after Federal mcome taxes and extraordmary ltems 3,126,490 | 4230

| 4211 I




FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART lIA

- BR;OKER:O‘RIDE_ALER' PHILLIP SYLVESTER

" For the period (MMDDY'___01/01/04____ 1o 12131704
" STATEMENT OF CHANGES IN OWNERSHIP EQUITY
E (SOLE PROPRIETORSHIP, PARTNERSHIP OR CORPORATION))

. Balance, begmnmg of penod ' ‘ _‘I E ) , s 3 ' - 3,402,428 | 4240
A. Neti mcome (Ioss) ‘ . ‘ - : 3,126,490 | 4250
B. Add|t|ons (Includes non-conforming capltal of 8 C ) 4262 ) 592,875 | 4260
C. Deductions (Includes non- -conforming capital of ' ‘ 4272 | (2,121,344)| 4270

. Balance, e?nd,o‘f'p‘eriod (From: ifem 1800) - . ‘ ‘ 8 5,000,449 | 4290

: }
STATEMENT OF CHANGES IN LIABILITIES SUBORDINATED
- - TO CLAIMS OF GENERAL CREDITORS ‘

. Balance begmnmg ofpenod | o o o T o - $ 4300
A lncreases - ' ' h - 4310
B. Decreases o 4320

. Balance,;end ef“‘p‘eri“od(E’rom item 3520) ‘ ‘:- : : $ 4330 .

The accompanylng notes are an mtegral
part of these financial statements
-8-
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* PHILLIP SYLVESTER
(a sole propri'etorship) '

STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 31 2004

CASH PROVIDED BY OPERATING ACTIVITIES

Net Income VIR .
Adjustmentsto’ reconcne net i mcome to net cash
provided by operatmg actrvmes )
(Increase)/decrease in assets
Receivable from brokers or dealers- clearance
Securltles ‘and spot commodltles owned
.. Options
Secuntles
Spot Commodrtses
Increase/(decrease) in liabilities™
Payable to. brokers or dealers,
Securmes sold not yet purchased
Net cash from operating activities

CASH APPLIED TO INVESTING ACTIVITIES

CASH APPLIED/PROVIDED TO FINANCING ACTIVITIES
Addmons '
WIthdrawaIs '

NET DECREASE IN CASH
CASH AT BEGINNING OF PERIOD

CASH AT END OF PERIOD

INTEREST PAID

-9-

g H . The accompanying notes are an integral
o part of these financial statements

'S 3,126,490

337,587

4,128,901
(1,669,730)
(107,265)

760

(4,288,274)
1,528,469

o

592,875
(2,121,344)
(1,528,469)

0
0

$ 302



PHILLIP SYLVESTER-
(a sole proprletorshlp)

NOTES TO THE FINANCIAL STATEMENTS

e j ' FOR THE YEAR ENDED DECEMBER 31, 2004

NOTE 1 —‘SIGNIFICANT‘ ACCOUNTING POLICIES .

Phillip Sylvester Sole Proprretorshrp, “The Propnetorshrp is a proprietary broker-dealer whose business purpose is
to buy and sell securltles and options. It is a member of the Chicago Board of Options Exchange and operates
under a joint back office: -arrangement with Pax Clearing Corporation. As such, it does not effect transactions other
than with brokers or dealers effect transachons in unlisted optlons or carry customer accounts.

‘Basis of Accountlnq

The Proprretorshlp s fi nancral statements are prepared on the accrual baSlS of accountmg WhICh conforms to U.S.
generally accepted accountnng principles. Substantially all of the Company s assets and liabilities are carried at fair

market value

Accounting Estlmates w

The preparatron of fi nanC|al statements in conformlty wrth U S. generally accepted accounting principles requires

management to make estrmates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contmgent assets and liabilities at the date of the financial statements and reported amounts of
revenues and’ expenses durlng the reported perlod Actual results could differ from those estimates.

Trading Accounts

The fi nanmal statements have been prepared solely from the tradlng accounts of Phillip Sylvester and do not include
the personal accounts of. the owner or those of any other operation in whrch he is engaged.

Securmes Transactlons

Propnetary securltles transactlons in regular-way trades are recorded on the trade date as if they had settled. Profit
and loss ansrng from all securities transactions entered into.for the account and risk of the Proprietorship are
recorded. on & trade date basis. Commissions and related clearing expenses are recorded on a trade-date basis as
securities transactlons occur Marketable secuntles are carried at market value.

Amounts- recervable and payable for securities transactlons that have not reached their contractual settlement date
are recorded net on the statement of fi nancral condition. :

Under SFAS 115, secuntres that are bought and held pnnmpally for the purpose of sellmg them in the near term (thus
held only for a short t|me) are classified as trading securities. Trading generally reflects active and frequent buying
and selling, and. tradung securities are generally used with the objective of generating profits on the short-term
dlfferences in. prlce The proprletorshlp claSS|ﬁes ali securities as tradrng securities.

Lvl

-10-
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NOTE 2 - RECEIVABLE FROM BROKERS OR DEALERS

, Amounts recervable from brokers and dealers at December 31, 2004 consrst of the foIlownng

Recelvable ‘

" Receivable from clearing firm - clearance - ° $4;306,793 |
Receivable from clearing firm - other, - : _ 0
Total 34306793

NOTE 3 - FINANCIAL INSTRUMENTS

Denvatrve fi nancral mstruments used for tradlng purposes pnncnpaIIy exchange -traded optrons are carried at quoted
market value ‘ , .

Denvatrves used for economic hedgmg purposes mclude purchased optlons Unrealized gains or losses on these
derivative contracts are recognized currently in the statement of income as trading revenues. The Proprietorship
does not apply hedge accountung as defined in FASB Statement No. 133, Accounting for Derivative Instruments and
Hedging Activities, as all financial instruments are marked to market with-changes in fair values reflected in earnings.

. Therefore, the, dlsclosures required in paragraphs 44 and 45 of the Statement are generally not applicable with

respect to these ﬂnancral mstruments

Fair value of optrons contracts are recorded in securrtres owned or securmes sold, not yet purchased as approprrate.
Premiums and unreallzed gains and losses for written and purchased option contracts are recognized gross in the
statement of ﬂnanc1a| condition. The foIIowmg table discloses the approximate fair values of derivative financial
instruments held for tradmg as of December 31, 2004 as well as the approxrmate average fair values of derivatives
held durmg 2004 , v

~ December 31, .~ Average during

- 2004 - 2004
Equrty and rndex optrons assets - $ 2,464,000 $ 2,263,203

Equrtyand rndexoptlons Irabmtles : _2,943,967 o 2,494,384

NOTE 4 ~ FINANCIAL INSTRUMENTS WITH OFF BALANCE SHEET RISK

In the normal course of busrness the Propnetorshrp engages in tradlng actlvmes In connection with these actlvmes
unsettled trades'and sales of securities not yet purchased may expose the Proprietorship to off-balance sheet credit
risk as a result of market fluctuations: The Proprietorship enters into various transactions involving derivatives and
other off-balance sheet financial instruments. These fi nancial instruments include exchange-traded options, and
securities purchased and sold on a when-issued basis (when-issued securities). These derivative financial
instruments are used to conduct trading activities, and manage market risks and are, therefore, subject to varying
degrees of market and credlt risk. Derivative transactuons are’ entered into for trading purposes or to economically
hedge other posntlons or transactlons , :

When-issued. secuntres provnde for the delayed delivery of the underlying instrument. As a writer of options, the
Proprietorship receives a premium in exchange for giving the counterpart the right to buy or sell the security at a
future date at a contracted price. The contractual or notional amounts related to these financial instruments reflect
the volume and actrvrty and do not reflect the amounts at risk. The credit risk for options and when-issued securities
is limited to the unrealized market valuation gains recorded in the statement of financial condition. Market risk is
substantlally dependent upon the value of the underlying financial instruments and is affected by market forces such
as volatllrty and changes in interest and foreign exchange rates.

In addmon the Propnetorshlp has sold securltles that it does not currently own and will therefore be obligated to
purchase such secuntres at a future date The Proprletorshrp has recorded these obhgatlons in the financial

[
5
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statements at. December 31, 2004 at market va|ues of the related securrtres and will i mcur a loss if the market value
of the securrtles mcreases subsequent to December 31 2004,

The Proprretorshrp S tradrng activities are transacted on a cash basrs In connectron with these activities, the

- Proprietorship executes transactions involving the sale of securities not yet purchased. Such transactions may

expose the Proprletorshrp to significant off-balance-sheet risk in the event capital reserves are not sufficient to fully
cover losses that may incur. The Proprretorshrp seeks to control the nsks associated with its trading activities by
monltonng tradrng markets dally :

Concentratrons of Credrt RISk

The Proprretorshlp is engaged in various tradlng and brokerage activities with counter parties, primarily broker-
dealers. In the event counter parties do not fulfi Il their obligations, the Propnetorshrp may be exposed to risk. The
risk of default depends on the creditworthiness of the counter-party or issuer of the instrument. Itis the
Propnetorshrp s polrcy to revrew as necessary, the credit standing of each counterpart

"NOTE 5 - NET CAPITAL REQUlREMENT

The Proprretorshlp is subject to the Secuntles and Exchange Commlssron Uniform Net Capltal Rule (rule 15('c)3-1).

Under this rule the Proprretorshrp is required to marntarn net capital” equal to the greater of $100,000 or 6 and 2/3%
of * aggregate rndebtedness as defined.

On December 31 2004 the Propnetorshrp s net capital as computed pursuant to the rules of the Securities and
Exchange Commlssron Uniform Net Capital Rule (Rule 15(c )3-1)was $ 2, 303 978, which was $2,203,978 in excess

~ofthe mrnrmum net caprtal requrrement of $100, 000

- As more fully explarned in’ the Auditors’ Report on Internal Controt Requrred by the Securrtles and Exchange

Commission Rule 17-a:5, which follows, during 2004 the Proprietorship paid a fine in the amount of $7,500 and
accepted a censure to resolve a matter involving |ts net minimum caprtal requrrement

NOTE 6 |NCOME TAXES

The fi nancral statements do not lnclude a provrsron for income taxes. because the Proprietorship does not incur
federal or state- mcome taxes. Instead, income from the proprietorship and the proprietor’s income and expenses
from other sources are mcluded on his individual federal income tax return, and are taxed based on his personal tax -
strategies. . ' » ‘

NOTE 7 - INVESTMENT rN CLEARING:COMPANY

The Company has a Jornt Back Office (“JBO") clearing agreement with Pax Clearing Corporatlon (*Pax™). The
agreement allows JBO participants to receive favorable margin treatment as compared to the full customer margin
requirements of Regulatron T. As part of this agreement, the Company has invested $50,000 in the preferred shares
of ABN. The Company s investment in Pax is reflected as investment in broker-dealer in the statement of financial
condition. This investment is carried at cost, and under the agreement would be returned to the Company in the
event the JBO arrangement rs terminated, less any accrued costs or. expenses

" NOTE 8 - SUBSEQUENT EVENT

The Proprretorshrp has made the decision to dtscontrnue its membership wrth the CBOE, and has transferred its
trading accounts and activities to Blue Capital, LLC, a company owned in its entirety by Phillip Sylvester. Blue -
Capital, LLC regrstered with-the National Association of Securities Brokers, Inc. (NASD) on December 1, 2004, and
became al regrstered member of the Phrladelphra Exchange on February 1 2005

'D
:F
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

NON-ALLOWABLE ASSETS - LINE 6.A

INVESTMENT IN BROKER-DEALER

Note: There are no materlal dlfferences between the audrted computatlon of net caprtal and that per the

Company's unaudlted FOCUS report as f'Ied

$

13-

' §_ 50,000

3 PART IIA
BROKER OR DEALER PHlLLIP SYLVESTER -~ asof 12/31/04
nE ‘ COMPUTATION OF NET CAPITAL
1. Total ownership equity from Statement of Financial Condition 5,000,449 | 3480
2. Deduct ownership;e.quIty not allowable for Net Capital . ‘ 3490
3. Total ownership eq_tjity qualiﬁed for'Net Capital - 5,000,449( 3500
4. Add: R . .
A. Liabilities subordlnated to clalms of general creditors allowable in computatron of net capital 3520
B. Other (deductions) or al|owable credits (List) - - 3525
5. Total capital and allowable subordlnated liabilities ; 5,000,449 3530
6. Deductions and/or charges
A Total nonaIIowable assets from Statement of Financial Condrtron (Notes B and C) 50,000 | 3540
B. Secured demand note deficiency ‘ 3590
C. Commodity. futures contracts and spot commodltles 4
proprietary capttal charges : 0 | 3600
D. Other deductions’ and/or charges 3610 (50,000} 3620
7. Other addltrons and/or allowable credits (List) - 3630
8. Net capitai before halrcuts on securities posrtnons 4,950,449] 3640
9. Haircuts on securmes (computed where applicable,
_pursuant to 15c3 1 (f)) 1
A. Contractual secuntles commrtments 3 3660
B. Subordmated secuntles borrowmgs 3670
C. Trading and mvestment securmes
1. Exempted securmes - 3735
2. Debt securities . 13733
3. Options 2,350,995 | 3730
4. Other securities 205,476 | 3734
'D. Undue Concentratlon 3650
E. Other (List) . Loss To Convert 0 | 3736 (2,‘646,471) 3740
10. Net Capital’ ‘ 2,303,978 | 3750 |




FINANCIAL AND OPERATIO_NAL COMBINED UNIFORM SINGLE REPORT

l PART A
BROKER OR DEALER  PHILLIP S_YLVESTER | .. asof . 12/31/04
I | g ‘v COMPUTATION: OF BASIC NET“ CAPITAL REQTIREMENT
PART A | | |
' 11. Minimum net caprtal reqmred (6 -2/3% of hne 19) - - ‘ - - $ 0 ]3756]
12. Minimum dollar net capltal reqmrement of reportmg broker or dealer and m|n|mum net capital requirement
of sub3|d|ar|es computed in accordance with Note (A ' o $ 100,000 | 3758
13. Net capital requirerent (greater ofline110r12) = R - $ 100,000 | 3760
14. Excess net capital - (line 10’ less 13) ‘ . o f $ 2,203,978 3770
o $ 2,303,978 | 3780

‘l’ 15. Excess net at 1000% (Ime 10 Iess 10% of line 19)

..~ COMPUTATION OF AGGREGATE INDEBTEDNESS

I 16. Total A.l. liabilities from Statement of Flnancral Condrtlon IR $ 0[3790]
17. Add: . ‘ o S . :
A. Drafts for lmmedlate credlt ' 5 . | 3800|
. B. market vaiue of secuntles borrowed for whlch no equnvalent o
value is paid or.credited ~ © o ~ 13810 ‘
C. Other unrecorded amounts(Llst) . - o N 3820% ( 3830
19. Total aggregate indebtedness | ' $ 0.0[3840]
20. Percentage of aggregate rndebtedness to-net caprtaI (Irne 19/ line 10). o : % 0.0 3850
21, Percentage of debt to debt-equrty total computed i accordance with RuIe 15¢3-1 (d) % 0.0] 3860
l : o f - COMPUTATION OF ALTERNATE NET CAPITAL REQUIREMENT
PARTB
22. 2% of combined aggregate debit items as shown in Formula for Reserve Requirements pursuant to Rule
15c3-3 prepared as of the date of the net capital computatlon mcIudmg both brokers or dealers
. and consolidated subsrdlanes debits : - $ 0[ 3870|
23. Minimum doIIar net capital reqmrement of reportlng ‘broker or dealer and mlnrmum net capltaI
requwement of subsrdlarles computed in accordance with Note (A) . $ 3880
24. Net captial requnrement (greater of line 22 or 23) . . Coe 3 3760
25. Excess net capltal (I|ne 100less 24) : : j PR $ 3910
26. Net capital in excess of the greater of: R
$ [3920]

' - A 5%OF COMBINED AGGRETATE DEBIT ITEMS OR $120 000

NOTES: * ' :
(A) The minimum net caprtaI requcrement should be computed by adding the mrnrmum dollar net capital requirement
' of the reporting broker dealer and, for each ‘subsidiary to be consolldated the greater of:
1. Minimum doIIar net capltal requirement, or
2. 6-2/3% of aggregate indebtedness or 4% of aggregate deblts if alternatlve method is used.

(B) Do not deduct the value of securities borrowed under subordination agreements or secured demand note
covered by subordlnatron agreements not in satisfactory form and the market values of memberships in
exchanges contrlbuted for use of company (contra to item 17400) and partners securities WhICh were
included in non-allowable assets ‘ :

(C) For reports filed pursuant to- paragraph (d) of Rule 17a-5, respondent shouId prowde a list of matenaI
non-allowable assets , , :

;



PHILLIP SYLVESTER
COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
\ S »PERSUANT TO RULE 15¢-3
. as of December 31, 2004

The Proprletorshlp did not handle any customer cash or securities during the year
ended December 31, 2004 and. does not have any customer accounts.

" o ‘ L PHILLIP SYLVESTER
COMPUTATlON FOR DETERMINATION OF PAIB RESERVE REQUIREMENTS
r . R 'PERSUANT TO RULE 15¢-3 ‘
as of December 31, 2004

The Propr|etorsh|p did not handle any proprletary accounts of introducing brokers
durlng the year ended December 31, 2004 and does not have any PAIB accounts.

PHILLIP SYLVESTER

- |NFORMATION RELATING TO. THE POSSESSION OR CONTROL

REQUIREMENTS UNDER RULE 15¢3-3
as of December 31, 2004

| The Proprretorshlp did not handle any customer cash or securities durlng the year
: ended December 31, 2004 and does not have any customer accounts
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DIMAGGIO VERAJA & COMPANY LLC

Certlﬁed Public- Accountants & Busmess Consultants
567 James Court Glendale Helghts IL 60139-3206 @ Phone (630) 790-4269 @ Fax: (630) 942-8269

INDEPENDENT AUDITORS’ REPORT ON INTERNAL ACCOUNTING
CONTROL REQUIRED BY THE SECURITIES AND EXCHAN GE COMMISSION

‘ RULE 17a-5

To Ph1ll1p Sylvester d.b.a.

Phillip. Sylvester . :

440 South LaSalle Street, 31* Floor _

Ch1cago Ill1n01s 60605 o

In plannmg and performmg our audlt of the financial statements of Ph1111p Sylvester, (a sole
propnetorshlp) for the year ended December 31, 2004, we cons1dered its internal control structure,
mcludmg procedures for safeguardmg securities, in order to determine our auditing procedures for
the purpose of expressing our opinion on the ﬁnancxal statements and not to prov1de assurance on the -

mternal control structure.

We also made a study of the practlces and procedures followed by the Propr1etorsh1p in making the
perlodlc computatlons of aggregate indebtedness and net cap1tal under rule 17a-3(a) (11) and the
procedures for determmmg compliance with the exemptive provisions of rule 15¢3-3. We did not
review the practices and procedures followed by the Proprietorship in making the quarterly securities
exam1nat1ons counts, verifications, and comparisons, and the recordation of differences required by

. rule 17a-13 orin complymg with the requirements for prompt payment for securities under section 8
’ of Regulatlon T of the Board of Governors of the Federal Reserve System, because the

Proprletorshlp does. not carry security accounts for customers or perform custodial functions relating
to’ customer act1v1t1es

'The management of the Proprietorship is respons1ble for estabhshmg and maintaining an internal
‘control structure and the practices and procedures referred to in the preceding paragraph. In
*fulﬁllmg this - responS1b1l1ty, estimates -and Judgments by management are required to assess the
expected beneﬁts and related costs of internal control structure policies and procedures and of the

practices and procedures referred to in the preceding paragraph and to assess whether those practices

- and procedures- can be expected to achieve the Commission’s above mentioned objectives. Two of

the ob_]ect1ves of an internal control structure and the practices and procedures are to provide

: management w1th ‘réasonable, but not absolute, assurance that assets for which the Proprietorship has

respons1b111ty are safeguarded against loss from unauthorized use or disposition and that transactions
are .executed."in accordance with management’s authorization ‘and recorded properly to permit
preparatlon of ﬁnanmal statements in conforrmty with U S. generally accepted accountmg principles.

‘Rule 17a S(g) l1sts addmonal objectwes of the practlces and procedures listed in the preceding

paragraph

Because of 1nherent llm1tat10ns in any mternal control structure or the practices and procedures

referred to above, errors or irregularities may occur and not be detected. - Also, projection of any
" evaluation of them to future periods is subject to.the risk that they may become inadequate because

of changes in cond1t10ns or that the effectiveness-of their des1gn and operatlon may deteriorate.
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| Phrlhp Sylvester ‘

Page 2

: Our consrderatron of the internal control structure would not necessanly d1sclose all matters in the

1ntemal control structure that might be material weaknesses under standards established by the
Amerrcan Inistitute of Certified Public Accouritants. A mater1a1 weakness is a condition in which the
design or operatlon of the specific internal control structure elements does not reduce to a relatively
low level the risk that errors or irregularities in amounts that would be material in relation to the

financial statements being audited may occur and not be detected within a timely period by

employees in the normal course of performing their assigned functions. However, during our study
and’ evaluatron we noted a matter involving the mternal control structure that we consider to be

' materral weaknesses as defined above

In a letter dated July 27, 2004 the staff of the department of Financial and Sales Practice
Comphance of the Chicago Board Options Exchange (CBOE) advised the Proprietorship of their

_decision to recommend disciplinary. action for possible v1olatrons of CBOE Rules 4.2, 13.1 and 15.1
: and Securities, Exchange Act Section 15 (c) and 17(a) and Exchange Act Rules 15¢3-1 and 17a and
l7a 5 based.. on the Proprletorshrp s net capital falling below its minimum $100,000 net capital
‘requrrement for December 31, 2003 and for nine days during January 2004. The Pr0pr1etorsh1p has

demed these charges and settled the matter on March 17, 2005 by accepting a censure and paying a
$750 000 fine. The Proprietorship has taken corrective measures to ensure these conditions do not
reoccur, mcludlng ‘changing its form ‘of business organrzatron and making add1t10nal changes in its
busmess activities. :

Thrs condrtron was consrdered in determrmng the nature timing, and extent of the procedures to be
performed ifi'our audit of the financial statements of the Proprietorship, for the year ended December
31,-2004, and this report does not affect our report thereon dated March 29, 2005. In addition, no

facts came to our attention, which would indicate the Company was not in compliance with its

exemption from the requirements of SEC Rule 15¢-3. However, it should be noted that our
examrnatron was not directed prrmarrly towards obtammg knowledge of such noncomplrance

,We understand that practices and procedures that accomplish the objectives referred to in the second

paragraph . of . this report are considered by the Commission to be adequate for its purposes in
accordance wrth the Securities Exchange Act of 1934 and related regulations, and that practices and
procedures that ‘do not accomplish such objectives in all material respects indicate a material

‘madequacy for such purposes. Based on this understanding and on our study, we believe that the
‘Propnetorshrp s practices and procedures were adequate at December 31, 2004, to meet the
'Commrssron 8 obJectrves :

Thrs report 1s 1ntended solely for the use of management the Securmes and Exchange Commission,

the Chicago, Board Options Exchange, and other regulatory agencies which rely on Rule 17a-5(g)

under the Secuntres and Exchange Act of 1934 and should not be used for any other purpose.

V¢7%1L)/ I/J’WCQ LL C
‘Glendale Helghts Jiib ,

March 29 2005
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